sphere. The aim of this paper is to present the concept of rent-seeking and, using an empirical case, to elaborate on its emergence, development and ultimate consequences.
INTRODUCTION
It is not a novelty to claim that the performance of an economy is shaped by its institutions. Institutions make the rules of the game in an economy. If these rules foster activities that generate high private benefits and low social benefits, then the economy performs poorly. Conversely, if the rules align private and social benefits, economic growth and high social welfare ensue. "Economic history may be thought of as a struggle between a propensity for growth and one for rent-seeking, i.e. for someone improving his or her position, or a group bettering its position, at the expense of the general welfare" (Jones, 1988 , according to: Barelli, de Abreu Pessôa, 2002 Economic science also gives other explanations on the motivation of politicians, besides altruistic understanding. During the 1960s, there was a striking trend in the economy based on the assumption that the concepts used to describe the behavior of businesses and consumers, as well as the system of means of analysis, can be applied to the analysis of the political decision-making mechanism. This is "the theory of collective decision-making." Who are the holders of interest who participate in political decisionmaking? They are voters, elected politicians, public officials, experts in the administrative system and various influential interest groups (lobbies). When deciding, these carriers of interest behave like a homo economicus: they strive to provide themselves with maximum welfare.
From the methodological viewpoint, rent-seeking approaches follow rational choice theory and start from the aprioristic thesis that interpersonal and social action is determined by a tautologically defined rational economic interest: considering that acting subjects (individuals, parasitic sectional interest groups, or even entire nations) are characterized by economic selfishness, they seek to maximize their own gains (Markantonatou, 2013: 6) . The founder of contemporary economic science, Adam Smith, exposed the new conception over two centuries ago. Everyone is ready to invest something (a resource he has) only if he gets more value from such an investment than what he has invested. Everyone tries to maximize the difference between the value of the investment and the return on that investment. The maxim "The less I get paid, the less work I do" is a socially disastrous form of such maximization. A special form of such maximization is the so-called rent seeking (rent seeking behavior). The term "rent-seeking" was introduced by Krueger (1974) , but the fundamental theory had already been developed by Tullock (1967) . Social loss through the use of resources to influence politically or administratively assigned privileged benefit, known as "rent seeking", is an idea proposed by Gordon Tullock (Hillman, Ursprung, 2015: 2) .
According to Aidt (2016) , the rent-seeking literature embodies two core ideas, which can be both found in Tullock (1967) , but Aidt summed up the insights as follows:
1. The missiles seek heat hypothesis: A contestable rent induces rent-seeking activities aimed at capturing the rent. These activities involve unproductive use of real resources and cause a social loss.
2. The invertability hypothesis: Rent-seeking costs are, by and large, unobserved but, by applying contest theory and assumptions about the behaviour of rent seekers, the size of the social cost can be inferred from the value of the contestable rent (Aidt, 2016: 143) .
WHAT IS RENT-SEEKING?
Widespread rent-seeking in many socio-economic systems of virtually all countries has caused increased academics attention to agents' rent-seeking behavior in different spheres of society (Latkov, 2014: 2) . The existence of rent-seeking activities and losses are relevant interest areas for the study of policy making and public economics, and many other areas of social science. The rent-seeking approach is mainly based on social behaviorism, neoclassical economics, and the theories of public choice and rational choice. The idea of rent seeking is important for understanding a broad range of long-standing applied economic topics, encompassing regulation, international trade policy, economic development, the transition from socialism, and communal property.
It can be said that the academic rent-seeking literature is relatively new and emerged from papers published by Gordon Tullock, Anne Krueger, and Richard Posner in the course of some 10 years in the 1960s and 1970s. The idea that rent-seeking behavior has important social and economic costs is a relatively long-standing one in the economic and political science literature. Rent seeking is often uses in analyses of politics (Tullock, 1967; Krueger, 1974; Posner, 1975; Bhagwati, 1982) . Economists consider the problem a serious one. Rent seeking is increasingly becoming an important area of study in the field of economics. Rent seeking involves all forms of regulations and restrictions on economic activities by government and people, which may give rise to illegal rent activities that may take the form of black markets, bribery, corruption and smuggling (Krueger, 1974: 291) .
Within the Virginia School of Political Economy, a whole series of studies on the effects of state intervention in the economy have emerged (Rowley, 2008: 10) . The largest number of these studies is the reaction to a trend that could be observed in the period [1945] [1946] [1947] [1948] [1949] [1950] [1951] [1952] [1953] [1954] [1955] [1956] [1957] , when a large number of economists attacked the minimal state and advocated for state intervention, with the argument that the market creates market failures that can be repaired only by state intervention. The Virginians have come up with the term rentseeking, one of the central concepts that points to the state failure. In addition, Virginia School achievements should include the "political economy of rent-seeking society" creation, integration of rent-seeking theory and property rights theory, the basic rentseeking model developing, political agents' rent-seeking models creation in the political business cycle context (Latkov, 2014: 2) . The significance of the concept of rent-seeking for a modern political economy and political science was far-reaching for at least two reasons (Pavlović, 2009: 185) . First, the fact that search for rents is the characteristic of any political system has inspired empirical research worldwide. Secondly, the search for rents has once again confirmed some of the assumptions on which rational choice theory is based: methodological individualism and the modern political economy, which imply that individuals, especially politicians, are always guided by personal interests when applying for public service; therefore, the typical statements made by politicians, such as "Involvement in politics proves to be harmful for business. I was much better off when I was in a private business ", should be taken with reservation.
"The literature on rent seeking, developed by Krueger (1974) and Buchanan (1980) provides a view closely related to, but different from, the Leviathan government. Rent seeking is expenditure by competing interest groups in the form of lobbying and/or bribery, to acquire favorable treatment through public policies (e.g. regulation, tax/subsidy)" (Sato, 2003: 20) . In line with Tullock, "the founder of this approach and one of the most persistent critics of the social state, J. Buchanan (1983) instrumentalized the notion of "rent-seeking" in order to incorporate it into his broader criticism of the Keynesian social state as one that failed both to regulate the economy for the benefit of the market and to withstand pressures from the electorate for more public spending and the fulfillment of social demands (Markantonatou, 2013: 6) The mainstream literature on rent-seeking has argued that traditional economic theory is incomplete in its assessment of the net social losses from monopolies, tariffs, and subsidies. Rent seeking effectively grants monopoly power to the successful seeker. Classic rent seeking occurs when resources are used in order to capture a monopoly right instead of being put to a productive use. Mainstream models of rent-seeking and the basic idea are best demonstrated through the case of a monopoly depicted in Figure 1 (Deacon, Rode, 2015: 230) .
Fig. 1 Net Social Losses from a Monopoly
Source: Deacon, Rode, 2015: 230 As usual, the horizontal axis measures the sold quantity of a particular good, while the vertical axis measures the price of this good. Consider a given demand curve, D. Under perfect competition, Q* units of the good will be sold at price P*. However, if a monopoly were established, it would sell Q M units of the good at price P M . According to traditional economic theory, the net social loss (i.e. deadweight loss) from the monopoly is the area of the shaded triangle, often referred to as the Harberger triangle. This area represents the consumer surplus that would have been obtained from the purchase of those units between Q M and Q*, which are neither purchased nor produced under the monopoly. On the other hand, the area of the dotted rectangle (i.e. monopoly rents) has been traditionally regarded as simply a transfer of surplus from consumers to the monopolist. As they are all members of the same society, there is no net social loss involved in this transfer (Deacon, Rode, 2015: 229) .
When a state assigns a monopoly position for which there is a competition of interest, the social costs of the monopoly include not only the allocation loss (due to the monopoly behavior and the amount of opportunity costs of funds invested in rent seeking that they can even surpass the rent) but also the opportunity costs of the resources invested in the activities which were undertaken with the aim of defending their own position, i.e. protection of rent. It should be emphasized at this point that "rent-seeking is different, in the neoclassical jargon, from profit-seeking" (Gramc, 2007: 150) . Rent seeking may be distinguished from profit seeking because the rent seeking operation creates "artificial scarcity" by the state and thus monopoly profits are available for capture. "Profit-seeking activities refer to taking advantage of market opportunities in order to increase one's profits, allowing one to produce a higher level of output for a given cost or the same level of output at a lower cost. The resources expended on rent-seeking, however, are said to be spent on attaining some artificially created transfer, such as a government-franchised monopoly position" (Gramc, 2007: 150) . Unlike profit-seeking, rent-seeking does not create wealth; it merely transfers it from one party to another. As shown in Figure 2 , the costs of the intentional monopoly sought via rent-seeking are both the deadweight costs and the entire amount of potential monopoly benefit spent by interest groups that compete for it (Tollison, Wagner, 1991: 60-61) . The deadweight monopoly loss is represented by the Harberger triangle and rent-seeking is represented by the Tullock rectangle. Evidently, the "Tullock rectangle" must be added, in whole or in part, to the "Harberger triangle" when calculating the potential loss of welfare associated with monopoly (Tullock, 1993: 10) .
Fig. 2 Rent-seeking and Deadweight Social Losses
Source: Tullock, 1993: 10 According to its most common and widespread definition, rent-seeking (behavior) refers to "the socially costly pursuit of wealth transfers" (Tollison, 1997: 506) . Rentseeking is usually defined as "the political activity of individuals and groups who devote scarce resources to the pursuit of monopoly rights granted by governments" (Gramc, 2007: 147) . Rent-seeking is also defined as "non-productive use of resources in the framework of contests to acquire "rents," i.e. existing wealth (in the form of money, privileges or status), instead of creating new wealth by means of productive activities, consistent with the competitive returns of the market" (Markantonatou, 2013: 3).
THE NATURE AND GENERAL CONSIDERATIONS OF RENT-SEEKING
Using costly nonproductive activities to obtain economic rents is called rent-seeking. Rent seeking is a political economy concept. Rent-seeking is competition for privilege. Rentseeking activities aim at securing private benefits through state activities. "Rent-seeking is both an agent-government phenomenon and an agent-agent phenomenon" (Gramc, 2007: 145) . "Rather, rent-seeking is a demand-side as well as a supply-side phenomenon" (Gramc, 2007: 154) . Rent-seeking creates inefficiency and destroys social surplus. Taking into account that individuals divert resources from other productive activities they could have been engaged in, rent-seeking is often considered inefficient and wasteful, and can result in corruption and the concentration of power and control in the few. "Rent-seeking activities are unambiguously Pareto inefficient and lead to the destruction of wealth. This aspect is in line with the view that rent-seeking is a negative-sum game" (Chaturvedi, 2017: 19) . Figure 3 shows the net effect of any rent-seeking process as compared to the conventional production process. "The net effect of any rent-seeking process depends both on the rentseeking cost, which is equivalent to the cost of inputs used up in this process, and on the value of the rights and rents produced as the outcome, which is equivalent to the value of the "output" in this case. Unfortunately, much of the analysis of rent-seeking which has influenced policy-making has typically ignored differences in the value of the outcomes of rent-seeking and has concentrated exclusively on the rent-seeking cost. The conventional analysis of the rent-seeking cost has also been very simplistic, failing to address why the rent-seeking cost can vary significantly from case to case" (Khan, 2000: 72) . Rent-seeking can occur in three basic fashions: direct, indirect, or rent-extraction (Zywicki, 2015: 16-18) . Direct rent-seeking occurs when an interest group is provided with a benefit that directly benefits it, such as a tariff, regulated monopoly (such as a licensed profession), or subsidy, such as subsidies for particular agricultural commodities. Indirect rent-seeking occurs when a seemingly neutral regulation or law is enacted which actually implicitly favors some people over others. Both direct and indirect rent-seeking have a corollary effect, called rent-sharing. Finally, crony capitalism can also occur through rentextraction by politicians. In this scheme, politicians threaten to impose harm or take away benefits currently held by various firms or industries, which those firms can avoid by paying tribute to the politician. In this situation, the firms lobby, not for gain but to avoid losses that are larger than their rivals. Thus, we may distinguish two kinds of rent-seeking in a market democracy: (1) market privilege rent-seeking, and (2) redistribution rentseeking. The former grants special market privileges to some people while taking privileges away from others; ultimately, it reduces economic efficiency. The latter is aimed at redistribution of wealth; it does not interfere with free enterprise, although it affects incentives to produce wealth (Gunning, 2003: 348) 1 . Yet, rent seeking can take different forms, such as: underwriting of the campaigns of legislators, bribery, lobbying, and even political violence. As the most common form of rent-seeking, lobbying is a typical representative of the rent-seeking mechanism that attempts to articulate particular interests in the political process. Many large companies today in the more developed democracies employ resources to seek market privilege. The result is a huge lobbying industry which discourages competition or private innovation, distorts the economic market and discourages economic productivity. Hasen notes that "lobbyists threaten national economic welfare in two ways: (1) lobbyists facilitate rentseeking activities which occurs when individuals or groups devote resources to capturing government transfers, rather than putting them to a productive use; (2) lobbyists tend to lobby for legislation that is itself an inefficient use of government resources" (Hasen, 2012: 191) .
Corrupt rent-seeking reduces state revenues and leaves limited funds for public services such as health, education and infrastructure (Shleifer, Vishny, 1993; Tanzi, Davoodi, 1997) . In countries with poorly developed institutions, rent-seeking may impose serious costs for the economy. According to Kjetil and Kjetil (2005: 1) , "rent-seeking distorts the economy through two channels. First, there is the direct cost of the resources wasted in the rentseeking contest. Second, rent-seeking distorts companies' investment decisions, and leads to underinvestment." Whatever the social cost of rent-seeking through time and other resources used in rent-seeking, the excess burden of taxation is greater because of rentseeking. The excess burden of taxation is associated with the Harberger triangle (Kahana, Klunover, 2014: 4-5) .
RENT-SEEKING -PRACTICAL EXPERIENCES, CASES AND POLICY IMPLICATION
Rent-seeking has, nonetheless, led to a political culture of "money politics" with negative repercussions on the political development of the country. Rent-seeking imposes significant costs on the economies of many countries and results in reduced economic efficiency through poor allocation of resources and lost government revenue.
Rent-seeking is constantly growing and "generally speaking, social wastage due to rentseeking behaviour ranges between 3 and 50% of GDP" (Miler, 2008: 327) . Although rentseeking and corruption in financial markets might be more contained in developed economies under normal circumstances, extreme events, such as the recent financial crisis, may create more powerful incentives to influence policy through political connections and other related mechanisms. Indeed, there is growing evidence of such behavior in the most recent U.S. financial crisis. "Once the impact of rent-seeking in financial markets is properly isolated, the next question one must address is its economic magnitude" (Khwaja, Mian, 2011: 591) . Khwaja and Mian (2005) show that government banks annually lose 17.9 billion rupees due to higher default rates on political loans. The distributive cost of these bank losses is equivalent to the deadweight loss associated with higher taxation. Empirical estimates of deadweight loss from taxation in the public finance literature suggest that the deadweight loss ranges from 40% to 100%. Using the lower end of this distribution, they conservatively estimate the distributive cost of politically motivated lending to be 0.16% of GDP per year. Otahal (2011) developed a rent-seeking model of the establishment of a central bank controlled by the government. He assumes that the first goal of the central bank is to maximize non-interest-bearing debt held by public. Non-interest-bearing debt held by public is the revenue generated from printing fiat money. Then, he assumes that the second goal of the central bank is to maximize its own power. Naturally, the central bank might seek additional goals; for instance, it could create a political business cycle. Nevertheless, in the case of Federal Reserve System, the former two goals played a crucial role in the process of its establishment. Rent-seeking is the main mechanism that induces inequality traps. The two feed back into each other, creating a cycle of endemic inequalityan inequality trap induced by rent-seeking. Evidence for the backward link between rentseeking and inequality is also wide. The economist Joseph Stiglitz (2012) has argued that rent-seeking contributes significantly to income inequality in the United States through lobbying for government policies that let the wealthy and powerful get income, not as a reward for creating wealth but by grabbing a larger share of the wealth that would otherwise have been produced without their effort. Piketty, Saez and Stantcheva (2011) have analyzed international economies and their changes in tax rates to conclude that much of income inequality is a result of rent-seeking among wealthy tax payers.
Problems associated with rent-seeking are relevant especially for China, India, Brazil, Mexico, Russia, etc. These countries are still not among the economically advanced states, and a number of researchers noted that there is "a vicious circle of inefficient economic systems" for "developing countries" category (Latkov, 2014: 2) . Qian (2012) illustrated the limits of economic privatization without political reform in China. There is government's dilemma between strategic interests and self-preservation through maintaining state control, versus increasing SOE competitiveness through privatization. The real sector is open to both foreign trade and foreign investment. However, domestic business activities are heavily regulated, giving rise to rent-seeking behavior. Rent is created through the government ownership of land and licensing controls on business activities. Rent-seeking is accompanied by high entry barriers, which suppress domestic entrepreneurship. The problem of rent-seeking in China's state-owned enterprises has worsened since the rapid increase in infrastructure investment, such as telecom and railway (Quian, 2012: 60-67) .
In democracies such as the U.S., rent-seeking seems to be involved in various publicpolicy decisions, such as policy responsiveness to environmental externalities, the incidence of taxation, budgetary allocation, and international trade policies (Hillman, Ursprung, 2015: 21) . In his well-known book The Rise and Decline of Nations: Economic Growth, Stagflation, and Social Rigidities (1982) , Mancur Olson identified the dire state of the American economy and diagnosed its ills as resulting from rent-seeking by important corporations and interest groups that had stifled innovation and thrown a blanket of stasis over the economy. Amounts of funds allocated for lobbying purposes can be characterized as fabulous. Estimates suggest that there were 11,800 registered lobbyists in the United States in 2014, and that $ 3240 million was spent on lobbying. Among the industries that invested most funds are pharmaceuticals ($ 230 million), business associations ($ 164 million), insurance industry ($ 151 million), and so on 2 . Social waste from the rent-seeking of lobbyists has also been substantial. The USA has the longest tradition in lobbying regulation, both on the state and federal level. Moreover, lobbying is well-founded in the right to petition, as outlined in the First Amendment to the US Constitution. The US lobbying style is considered to be more violent, dynamic, aggressive and short-term focused (Krsmanović, 2013: 26) . Hence, "considering the direct and indirect costs of rent-seeking legislation together, rent-seeking legislation could be undermining the health of the overall U.S. economy, threatening the economic position of the United States compared to other world powers" (Hasen, 2012: 231) . Hansen notes that "Minimizing rent-seeking therefore may be a necessary component of an effort to improve U.S. economic productivity, long-term economic growth and decrease the deficit" (Hasen, 2012: 232) . Given the economic costs of the rent-seeking facilitated by lobbying activities, it is surprising that there has been so little focus on whether lobbying regulation might improve the U.S.'s financial situation. Figure 4 indicates that lobbying has been an important part of US political life in the last decade, but it has played this role for a much longer time in America (Krsmanović, 2014: 49) .
The EU is the second biggest lobbying arena in the world where lobbying is not only corporate, but often also has institutional origins. Besides trade unions and corporations, numerous regions and cities often engage in lobbying and fight for fund distribution (Krsmanović, 2013: 29) . In 2013, the EU financial industry (commercial banks, insurance companies, etc.) hired 1700 financial industry lobbyists and spent $ 123 million at different stages and levels of the EU legislative process (Wolf, Haar, Hoedeman, 2014: 15) 3 . The biggest banks and insurance companies are interlinked in multiple ways with EU decision making (Table 1) . Source: Wolf, Haar, Hoedeman, 2014: 18 In 2005, the most favoured political channel and target was to lobby the Commission (EC) directly, with about a quarter of the significance of all political activity attributed to this ( Figure 5 ). This shows that EU institutions (especially the Commission) suffer from general lack of administrative capacity and political legitimacy, which are both compensated through interaction with interest representatives (Krsmanović, 2013: 13) . Source: Coen, 2009: 151 Coen notes that "regardless of treaty changes and the slowing legislative outputs of the EU, the European Commission is the primary focus of lobbying activity in Brussels both directly and/or via trade associations" (Coen, 2009: 151) . The decrease in the rule of law and in control of corruption in several EU countries is a threat to the cohesion in the EU, and Brexit has reinforced the centrifugal forces in the EU (Ritzen, Haas, 2016: 2) . Hence, "we can conclude that lobbying has a dual economic nature. On the one hand, it reduces costs of the public sector (by reducing the asymmetry of information and transaction costs) but, at the same time, it creates higher costs for the private sector via lobbying expenditures that are especially high in a competitive surrounding" (Krsmanović, 2013: 20) Recently, "we have seen how rent-seeking behavior by interest groups can impede important structural reforms in countries that need to modernize their economies and make them more competitive" (Patnaik, 2015: 3) . "The rent-seeking approach was the starting point for discourses linking the crisis with factors fundamentally inherent in the Greek economy and societ (Markantonatou, 2013: 2) . Ott (2011) also labels the Greek economy as rent-seeking, thereby distancing himself from Habermas's understanding of solidarity with Greece, that would an understanding turn the EU into a "transfer union". He further believes that the loans to Greece perpetuate the country's rent-seeking role and the very causes that led to the crisis, including high public debt, an inefficient public sector, and corruption" (Markantonatou, 2013: 5) . "The onset of the Greek Great Depression put the tombstone on this view, as it revealed that the semblance of "Europeanization" of the institutional and policy infrastructure masked the existence of deeply embedded, clientelistic networks that supported the country's "democratization" of rent-seeking" (Moutos, Pechlivanos, 2015: 38) .
In Serbia, the theory of rent-seeking allows the privatization process to be interpreted as the result of interactions of interest groups with opposite objectives, which leads to a socially suboptimal result. Inequality in the results of various privatizations is explained by the interaction of groups of opposing interests: on the one hand, there is a resistance to privatization, provided by managers and workers of inefficient state-owned enterprises; on the other hand, there are representatives of the new management class who are committed to strengthening their own control over the means of life. This competition led to a well-known negative selection in which non-profit enterprises remain state-owned, while profitable enterprises become part of a private oligopoly. Rent-seeking preferences and corruption are serious limitations of economic policy in Serbia, and "the economic policymakers have still not presented major institutional solutions that would reduce systemic corruption and prevent rent-seeking activities (Praščević, 2013: 10) . "Rent seeking activities in Serbia were aimed at generating some form of monopoly or special position for certain economic agents, but also for certain political parties that would enable them to obtain financial and political benefits they would not otherwise have had" (Praščević, 2013: 13) .
How to reduce the negative effects of rent-seeking? According to Patnaik (2015) , there are two ways:
"1) it would be essential for policy makers to take the costs of rent-seeking more explicitly into consideration when designing policies. Different policy alternatives should therefore also be evaluated, based on (1) their potential vulnerability to rent-seeking, (2) the direct costs incurred by groups seeking to influence those policies, and (3) the expected welfare losses if some of the rent-seeking were to be successful, which would result in a more comprehensive evaluation of the actual costs of certain policies;
2) it would be imperative to introduce much greater transparency into any interactions between firms and political/government actors" (Patnaik, 2015: 4) .
CONCLUSION
The published research on rent-seeking is large and getting larger. The topic of rentseeking is very interesting from the view of academics and practitioners alike. Rentseeking is undesirable because it is wasteful. The social price of seeking for and withdrawing a rent is high. For this reason, this phenomenon is socially unacceptable and it should be prevented as much as possible. On the one hand, given the very nature of rent-seeking, it is unreasonable to expect that the entire society would become a rentseeking society because such a search exists as long as there is a redistribution base. The basis for the payment of some form of state aid to those who seek to get it will exist as long as there are individuals who are still willing to pay taxes. On the other hand, having in mind that there are many actors who lobby for introducing "defective" laws for their own benefits, it is not justifiable to expect that society would be fully purified from those striving to appropriate something that has been created by another.
